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Delivered by
The Fraser of Allander Institute is Scotlands leading economic research institute with over 40 
years experience of researching, analysing and commentating on the Scottish economy. It is widely 
regarded as Scotlands expert authority on economic policy issues.    
The Fraser undertakes a unique blend of cutting-edge academic research, alongside applied 
commissioned economic consultancy in partnership with business, local and national government 
and the third sector.  
For over 40 years, The Fraser of Allander Institute Economic Commentary has been the leading 
publication on the Scottish economy providing authoritative and independent analysis.  
The Fraser of Allander Institute is a research institute of the Department of Economics at Strathclyde 
Business School, UK Business School of the Year 2016. 
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:HOFRPHWRWKLVVHFRQGDQQXDOEULHŏQJRQWKH)UDVHURI$OODQGHU,QVWLWXWHöV5HSRUWRQ6FRWODQGöV
Budget. 
The First Minister has said that it is now time to open a discussion as to how responsible and pro-
gressive use of the Scottish Parliaments tax raising powers could help build the kind of country 
we want to be.
Given their unrivalled knowledge and understanding of the Scottish economy, the Fraser of Allander 
,QVWLWXWHöV5HSRUWRQ6FRWODQGöV%XGJHWZLOOVHUYHDVDNH\FRQWULEXWLRQWRWKLVGLVFXVVLRQDQG
we are delighted to be supporting the Fraser of Allander Institute and Mackay Hannah in facilitating 
such an important debate. 
At Morton Fraser our focus is on supporting those working, investing or doing business in Scotland 
and we share with our clients the desire to be part of a more prosperous Scotland.
,KDYHQRGRXEWWKDWWKLV5HSRUWZLOOEHDNH\UHIHUHQFHSRLQWIRUDOOXVZLWKDVWDNHLQ6FRWODQGöV
future growth and prosperity.  
Chris Hart
Chief Executive
iiFraser of Allander Institute, September 2017
 Foreword
This publication  and the Scotlands Budget 2017 seminar which it underpins  articulates the critical 
questions that the Scottish Government must address in the coming months prior to its Budget at the end of 
the year.
The broader economic context.  
$Q\ŏVFDODQDO\VLVFDQQRWRIFRXUVHEHGHWDFKHGIURPWKHEURDGHUHFRQRPLFFRQWH[WLQZKLFKLWLVVHW
8QVXUSULVLQJO\WKH%5(;,7QHJRWLDWLRQVKDYHGRPLQDWHGWKHHFRQRPLFGLVFRXUVHRYHUWKHSDVW\HDU$YDVW
array of commentators and business people have spoken of the uncertainty that this has injected into inves-
tors and households alike, and indeed policy-makers.   
Perhaps surprisingly, however, current economic indicators suggest that uncertainty has not generated 
paralysis and stagnation. Employment growth is robust and unemployment low. But recent data does show 
DFRROLQJ8.HFRQRP\ZLWKEXVLQHVVLQYHVWPHQWZHDNFRQVXPHUFRQŏGHQFHIDOOLQJDQGJURZWKVORZLQJ
In Scotland, the picture is if anything arguably more fragile.  This is concerning for the immediate future but 
PRUHZRUU\LQJIRUWKHPHGLXPWHUPLQZKLFK%5(;,7PD\ZHOOLQWHQVLI\WKHGHJUHHRIXQFHUWDLQW\RUOHDGWR
an adverse long-term trading environment.
Welcome and perhaps unexpected though this degree of short-term resilience is at the UK level, the likeli-
hood of serious economic deceleration and dislocation in the event of a departure, or anticipated depar-
ture, from the European Union Single Market and Customs Union remain extremely high.  The timing may be 
unknown but the nature of the impact, at least over the medium term, seems less so.   
Alongside this is the critical question of the future mobility of people, and especially those fundamental 
to the operation of the productive economy, including both the highly skilled and also the less skilled but 
essential individuals; to the underlying research and innovation base of the country; and to our educational 
standing in the world.  
:LWKLQWKLVFRPSOH[FRQWH[WWKH,QVWLWXWHöVŏVFDODQDO\VLVLVWKHUHIRUHQHFHVVDULO\FKDOOHQJLQJ$WWKLVVWDJH
RIWKH(8QHJRWLDWLRQVWKHLPSOLFDWLRQVIRUWKHŏVFDODJJUHJDWHVDUHXQNQRZQ1RQHWKHOHVVLWLVHVVHQWLDO
to explore the possible scenarios and understand the key questions that must be addressed.  
  
Addressing multiple objectives.  
Current debate is not of course without its potential policy tensions.  One such tension is that between 
the growth objectives of policymakers and their wish to also pursue policies of greater equity of opportu-
nity  often founded on some form of inclusive growth strategy. At one level, this is a familiar tension, but 
WKHQHZO\HVWDEOLVKHGŏVFDOSRZHUVSURYLGHERWKDJUHDWHURSSRUWXQLW\DQGDJUHDWHUFKDOOHQJHWRVHFXULQJ
these multiple objectives.
Interestingly, the crucial role of the new Fiscal Framework in this context has received little attention.   The 
new Framework puts an explicit burden on the Scottish Government to secure growth rates that are at least 
equal to those prevailing in the rest of the UK. 
How might explicit policy decisions that tend to favour greater equity or a more sustainable environment 
impact on absolute growth rates at least in the short-term?  The answer is that we do not yet know. But pol-
iticians will be loathe to expose themselves to accusations that they are presiding over inferior aggregate 
ŏVFDOUHYHQXHVDQGWKHUHIRUHFDXWLRXVDERXWSROLF\FKRLFHVWKDWDUHQRWGLUHFWO\VXSSRUWLYHRIDFFHOHUDWHG
growth.  We all need to gain a more sophisticated understanding of how the new framework operates and 
the manner in which it might impact on policy behaviours.
iii Fraser of Allander Institute, September 2017
The crucial longer term structural questions.  
More broadly, there remains a subdued debate around what should arguably be the critical central piece of 
our thinking today: namely, the long-term economic opportunities and challenges facing the Scottish econ-
omy and the mechanisms by which the dynamism of economic activity might be secured.  
One area of considerable importance is the external economic strategy: how to boost Scottish trade, not 
OHDVWLQQRQ(8PDUNHWVZKLFKZLOOWDNHRQDIDUJUHDWHUVLJQLŏFDQFHLQWKHFRPLQJ\HDUV(VWDEOLVKLQJ
stronger global networks of trade missions has a place, not least in the crucial gathering of trade and local 
LQWHOOLJHQFHLQNH\PDUNHWVEXWWKLVQHHGVWREHFRPSOHPHQWHGE\WKHLGHQWLŏFDWLRQRIWKRVHHOHPHQWVWKDW
have historically constrained external performance in Scotland and by a major focus on supporting more 
global mindsets and ambitions amongst Scottish companies.  Of this, there remains little sign.
7KHNH\SRLQWKHUHLVWKDW6FRWODQGöVVWUDWHJLFHFRQRPLFIRFXVVKRXOGEHXSRQWKHNH\RXWFRPHVWKDWGHŏQH
the vision for Scotland and upon the crucial policy instruments that can secure these outcomes.  Organisa-
tional structures are important but the emphasis in this area in recent times has been to the detriment of a 
cross-public sector outcome approach.
Our future work.  
In the coming year, we will continue our regular analysis on the Scottish and UK Budgets and the Scottish 
HFRQRP\,QDGGLWLRQZHVKDOOH[WHQGWKHUDQJHRIVHUYLFHVWKDWZHRŎHUDFURVV6FRWODQGZLWKUHJXODU
Economic and Fiscal Workshops dedicated to critical questions of immediate interest to businesses, poli-
cy-makers, academics, commentators and others.  
2YHUWKHSDVWHLJKWHHQPRQWKV,EHOLHYHWKDWWKHõQHZö)UDVHURI$OODQGHU,QVWLWXWHKDVPDGHDVLJQLŏFDQW
FRQWULEXWLRQWRWKHHFRQRPLFDQGŏVFDOGHEDWHLQ6FRWODQG7KHRXWSXWVRIWKH,QVWLWXWHDUHQRZZLGHO\
sought and referenced. The independence of the Institute  whilst challenging to governments and all polit-
ical parties  is well respected and acknowledged. 
Particulary pleasing is the growing number of new and young researchers choosing to study, take intern-
VKLSVDQGZRUNLQWKH,QVWLWXWH,I6FRWODQGLVWRPHHWWKHŏVFDODQGHFRQRPLFFKDOOHQJHVWKDWZHIDFHLQWKH
coming years, then having a skilled set of economists, statisticians and researchers to advise and guide 
policymakers will be crucial. 
Working with the Fraser of Allander Institute.  
)LQDOO\,ZDQWWRDFNQRZOHGJHWKHJUHDWVXSSRUWRIPDQ\GLŎHUHQWSHRSOHDQGRUJDQLVDWLRQVZLWKRXWZKRP
the Institute would not be able to play the role that it does. 
)RURXUEXGJHWDQDO\VLVLQSDUWLFXODUWKH,QVWLWXWHFRQWLQXHVWREHQHŏWLPPHQVHO\IURPWKHVXSSRUWRIWKH
University of Strathclyde, the Scottish Funding Council and Dr Jim Walker from Asianomics.  
The publication of this report and accompanying event has been made possible by the support of ICAS, 
Morton Fraser and Mackay Hannah. 
:HDUHLQGHEWHGWRWKHVHVXSSRUWHUVIRUWKHLUŏQDQFLDOVXSSRUWEXWZHDOVRVHHNWRZRUNZLWKWKHPDVSDUW-
ners and contributors in the analysis that we undertake. For this reason, we are keen to continue extending 
our range of collaborators and would warmly welcome exploring such partnerships with other bodies. All 
investment made in the Institute goes directly toward developing new talent and research. Our new mem-
EHUVKLSVFKHPHLVDQLGHDOZD\IRU\RXURUJDQLVDWLRQWRKHOSVXSSRUWLQGHSHQGHQWDQDO\VLVRIWKHŏVFDODQG
economic challenges and opportunities set out so clearly in this report. 
Professor Andrew Goudie
Chair, Fraser of Allander Institute Advisory Board
University of Strathclyde        September 26, 2017
ivFraser of Allander Institute, September 2017
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Edinburgh 0131 247 1000   Glasgow 0141 274 1100   www.morton-fraser.com
STANDING WITH 
OUR CLIENTS 
The ultimate measure of a man is not where he stands in 
moments of comfort and convenience, but where he stands at 
times of challenge and controversy.
Martin Luther King, Jr
Edinburgh 0131 247 1000   Glasgow 0141 274 1100   www.morton-fraser.com
STANDIN  I  
OUR CLIE T  
The ultimate measure of a man is not where he stands in 
moments of comfort and convenience, but where he stands at 
times of challenge and controversy.
Martin Luther King, Jr
As part of a leading technological University and Scotland’s 
number one business school, we understand the importance 
of global thinking. 
Our Department of Economics is home to the Fraser of 
Allander Institute, Scotland’s leading independent economic 
research institute.
The institute is offering a one day CPD course, 
“Understanding the Scottish Economy”, which is being held 
at the business school on 28th November. The course is 
designed for professionals in the private, public and third 
sectors who are interested in gaining an understanding of 
the economy and its impact on their organisation.
No prior formal background in economics is required 
and you will be taught by people with real-world experience 
of public policy and business.
To register for this event visit:
www.strath.ac.uk/fraser
Understanding the Scottish Economy
A one day Fraser of Allander CPD course
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A world leading 
business school 
on your doorstep
Fraser of Allander Institute 
University of Strathclyde 
199 Cathedral Street
Glasgow G4 0QU    
Scotland, UK 
Telephone: 0141 548 3958 
Email: fraser@strath.ac.uk
Website: www.strath.ac.uk/fraser
Follow us on Twitter via @Strath_FAI
